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Can Our Economy Stand 
Another Wage Increase? 


MR. BUCHANAN: Can our economy stand another wage increase? 


MR. HAAKE: Our economy cannot stand another round of wage in- 
creases unless production is increased by the people who get the increases. 
Whether we like it or not, we must live on our income. And we can have 
more only by producing more. 

MR. WASHBURN: Our economy can stand another wage increase at this 
time; and unless business and industry institute an immediate reduction in 
prices of from 20 to 25 per cent the federal government will be forced to 
roll back prices or labor will be forced to seek corresponding wage increases. 


* * % * 


MR. BUCHANAN: Mr. Haake, you have spoken about increases in pro- 
duction. I would like to know whether you mean general increases, increases 
by labor, technological improvements. What do you have in mind? 

MR. HAAKE: I have in mind, Mr. Buchanan, that all wages must ulti- 
mately come out of production. Therefore if we are to have another round 
of wage increases and’ if they are to mean anything to the workers, there 
must be an increase in the quantity of goods produced. Unless the quantity 
of goods is increased, the increase in wages means nothing, or those who 
benefit get the wages at the expense of other workers whose wages are not 
increased. 

How Important Is Productivity? 

MR. WASHBURN: The question of productivity as the answer to in- 
creased wages is the age-old argument of industry to keep from paying in- 
creased wages out of exorbitant profits. The average worker produces 32 per 
cent more than he did in 1939. Now the problem: When the consuming 
public, which is made up largely of wage earners, is not earning sufficient 
income, as is the situation today, depression is inevitable. If we are to avoid 
a depression, a more equitable balance between wages, prices, and profits 
must be obtained quickly. The United States Department of Labor states 
that the average worker's family needs from $2,800 to $3,200 per year to 
maintain a minimum standard of living, which would require a minimum 
wage of at least $1.50 per hour, or an increase of at least 25 per cent. 

MR. HAAKE: There are two points to which I must take very pronounced 
exception. 

The idea that wages come out of production is not just an argument that 
management uses to hold wages down. It is a point that was made by the 
executive committee of the American Federation of Labor itself. In July of 
1946, Mr. Washburn, your people issued a bulletin in which Mr. Green made 
the flat statement that you could have increased wages only by increasing the 


_ productivity of labor, because that is the only place that higher wages can 


come from. Your own people advance the argument. 

Secondly, I don’t believe there has been a 32 per cent increase in the pro- 
ductivity of labor. There has been a 32 per cent increase in production. The 
exact figures are difficult to determine. But, as a matter of fact in those indus- 
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tries where labor is strongest the amount of output per man hour has gone 
down since 1939. Take bricklayers, for example, who used to lay from 1,200 
to 1,500 bricks and sometimes more in the course of eight hours. In Chicago 
you are lucky if you get 400 bricks laid today. And I could give you carpen- 
ters and a number of others. When a man does less work per hour and gets 
just as much pay for doing it, the cost is bound to go up. That has been a 
tremendous factor in increased prices, particularly in building. 

MR. WASHBURN: The President's Economic Report which was pre- 
pared by the nation’s leading economists does state, however, that the average 
worker produces 32 per cent more per hour now than he did in 1939. Prest- 
dent Green of the A. F. of L. has stated that productivity is a factor in increas- 
ing wages, but it is not the entire factor. I propose to prove that a 25 per cent 
wage increase can be given now out of profits of industry without increasing 
prices. 

MR. BUCHANAN: Let us deal a moment with production itself. Do 
you mean, Mr. Haake, that the worker on the job today can produce more 
in the same time by increasing his effort? 


MR. HAAKE: In many cases he could; in some cases he could not without 
being unfair to the worker. I know of one industry where, if he brought his 
production per hour back to where it was in 1941, he could have about 52 
cents an hour more pay, yet not so long ago he was given only 1814 cents per 
hour more. And because of the low production rate the price of the article 
had to be raised very materially. 

In some cases, in the steel industry, for example, where you have three 
shifts, there isn’t much chance of increasing the output per man hour, because 
you are getting all you can get. There you have to look at another factor in — 
higher prices which the A. F. of L. has pointed out. 


Inflation Is Root Cause 


I am reading from the A. F. of L. bulletin that the root cause of rising 
prices is inflation. There was only 71 per cent increase in production in tHat 
period of time we are talking about, 1939 to 1947, and at the same time about 
200 per cent increase in the quantity of money. We have to do something 
about this inflation besides just talking about it or talking about controlling 
prices. 

MR. WASHBURN: What is inflation? 

Let me point this out: In the same period in which the average worker's . 
production increased 32 per cent, the profit of corporations increased 438 
per cent. 

MR. HAAKE: That is just not true. 


MR. WASHBURN: It so happens that those are United States Depart- 
ment of Commerce figures. I don’t think you will dispute them. 

MR. HAAKE: You don’t say what those figures mean. You talk about the 
increase of profits from one year to another and your base year was the year 
of very low profits. That doesn’t prove a thing. If you are going to use 
figures let us think of this: Either this increase in wages, if it is to be trans- 
lated into goods, has to come out of the increase of production or it comes 
from reducing the share of somebody else. You have pointed the way to that. 


November 28, 1948 5 


You have indicated that you are going to take it out of corporate profits. But 
you have to consider the share profits take out of production. I don’t care 
how much that has increased from one particular time when the profit was 
low or none at all. What I want to know is how much of the total income 
goes into profit. 

MR. WASHBURN: The share taken out in corporate profits has in- 
creased over the same period also by a very large amount, which means that 
the wages and salaries received a lesser share—United States Department of 
Commerce figures. 

MR. HAAKE: As a matter of fact the United States Department of Com- 
merce tells you exactly the opposite. 

MR. WASHBURN: No, it doesn’t! 

MR. HAAKE;: Exactly the opposite! U. S. Statistical Abstract reports 
show, for example that in 1929—this comes directly from the United States 
Department of Commerce—the corporate sales were $118,101,000,000, the 
corporate profits were $10,676,000,000, and the profit was 9 per cent of the 
total share. In 1947, that was the year of big profits, supposedly, the sales 
were $300,000,000,000, more than twice as large, the profits were $17,400,- 
000,000. But the share of the sales that went into profits was only 5.8 per 
cent. In other words, in 1929 the share of profits was 9 per cent of the total 
income and in 1947 the share was 5.8 per cent. 

MR. WASHBURN: The figures here are published by the Congressional 
Committee headed by Robert A. Taft. You remember him? 

MR. HAAKE: Yes, indeed, and if you will quote him correctly you will 
find he agrees with me. 


What Do Figures Mean? 


MR. WASHBURN: He is quoted here in figures published by the govern- 
ment printing office which can’t very well be disputed. Take these figures 
year by year on the question of increases in profits. In 1943 there was an in- 
crease of 227 per cent over 1939. 

MR. HAAKE: That figure doesn’t mean anything. 

MR. WASHBURN: In 1946 it was 235 per cent. 

MR. HAAKE: No, no! I know a man who made $100 profit on a busi- 
ness of $50,000. The next year he made a profit of $1,000 on $50,000 busi- 
ness. His increase was 900 per cent, but he was still making too little profit. 

MR. WASHBURN: That’s just one example. 

MR. HAAKE: He was still making 2 per cent profit on sales. I agreed a 
moment ago that what we are concerned with is the share of the total income 
that goes into profits. Now the Department of Commerce has said very 
plainly—I challenge you to show that I am wrong—that 9 per cent of the cor- 
porate sales went into profits in 1929, and says just as plainly that in 1947, 
5.8 per cent went into profits. The other source you quote, the President's 
Economic Committee, shows that 5.5 per cent went into profits in 1947. 


MR. BUCHANAN: Was not 1929 a year of prosperity so that profits 
were very large? 
MR. HAAKE: 1929 was called the year of profitless prosperity. It was a 
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year in which profits were relatively low. As a matter of fact, profits went 
up after 1929. In some cases concerns that made as much as 9 per cent in 


1929 went up to 13, 14 per cent in 1933 through 1939. It is generally con- | 


ceded—surveys have shown it—that the public as a whole thinks that 10 per 
cent is a fair profit. If you make more, that isn’t right. Profits normally are 
below that. It was 9 per cent in that year, higher before that and higher after 
that. 


MR. WASHBURN: 1939 is a much better year to base figures on since | 


it is probably the last peacetime year, not stimulated by defense or war pro- 
duction. I would just like to point out these figures from the United States 
Department of Labor to dispute what you have just cited. That is, of the 
total value created by all manufacturing industries in 1939, 22.4 per cent of 


|| 


| 
| 


that total value went to profits. In 1947, 31.5 per cent went to profits, with | 


a corresponding decrease in wages and salaries. Now that is what is happen- 
ing to organizations. When you stop to figure that the total national wealth 
created by industry is 300 per cent greater now than it was in 1939, you can 
readily see the extent of corporate profits and why our economy is entirely 
out of balance as a result. 

MR. HAAKE: That is again a misuse of figures. In that table you quote 
you cannot get a fair picture of the total amount that goes into wages. It 
shows a very small percentage relatively going into wages, and yet labor is 
approximately 85 per cent of all costs. Your figures are a lot of individual 
reports added up without showing the relationship to each other. Further- 
more, they show profits before the taxes are collected. 


MR. WASHBURN: Maybe we ought to get into a debate and prove our 
figures. : 


Income Share Is Most Important 


MR. HAAKE: I am taking 1939 and I am going to the U. S. Statistical 
Abstract for these figures. We are concerned now with the share of the total 
income that goes into these different portions of the national income. The 
employees in 1939 received 68 per cent of the total national income. Busi- 
ness, including dividends and savings, got 6 per cent. In other words from 
1939 business received 6 cents on every dollar. In 1947 it got 514 per cent 
on every dollar, 14 pes cent different. 

MR. BUCHANAN: It seems to me we are talking about figures in differ- 
ent lights, and therefore we can make no specific statement. I wonder about 
price controls that the government may have to reinstitute to prevent further 
inflation. Do you think that would halt the present inflationary trend? 

MR. WASHBURN: No doubt it would, if it were a proper kind of price 
control. However, I don’t want it understood that we are in favor of price 
control. We would much rather see business and industry institute a reduc- 
tion in prices to correct this balance. However, if that is not done, to protect 
our economy government will have to effect a rollback in prices or else 
labor is going to have to demand wage increases correspondingly. On July 
3, 1946 the National Association of Manufacturers carried full-page adver- 
tisements throughout the country with this statement: “If OPA is perma- 
nently discontinued, the production of goods will mount rapidly and through 
free competition prices will quickly adjust themselves to levels that consum- 
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ers are willing to pay. The majority of American manufacturers are produc- 
ing as much as they can, as fast as they can, at the lowest possible prices. 
American manufacturers are determined that such price increases as may be 
necessary are only those fully justified by increases in wages and other pro- 
duction costs.” We know that this is not so. They promised reduced prices 
if the controls were taken off. They effected the killing of OPA so to speak, 
and where have our prices gone since then? They have increased since then 
by a large amount. 

MR. HAAKE: Yes, and they are going to increase more until you fellows 
are willing to give an honest day’s work for an honest day’s pay. What hap- 
pened after 1946 was something that the N. A. M. could not and that you 
and I did not and could not foresee, and prices increased on the basis of fac- 
tors then at work. What N. A. M. said was true, if you took off the controls 
and permitted production to increase, then the costs could be held down to 
where they should be held, and you would have been able to bring prices 
down. But N. A. M. could not anticipate the volume of goods that would 
have to be taken from our economy to help out Europe under the Marshall 
Plan. They could not and did not—and you and I don’t even know the 
amount involved—anticipate the enormous quantity of goods being put aside 
to take care of a mew war. The economy worked exactly as it should have 
worked. If there had not been this unnatural increase in demand, prices 
would have gone down. If the controls had not been taken off, then OPA 
would have been forced to raise the prices. 


Are Profits Exorbitant? 


MR. WASHBURN: That kind of talk is just like the N. A. M. advertise- 
ment. It just doesn’t answer the problem, and it continually evades this 
question of exorbitant profits of 35 billion dollars in 1948 as compared with 
6.5 billion in 1939, or as compared to 24.5 billion in 1943. 

MR. HAAKE: That is simply wild! 

MR. WASHBURN: It isn’t wild. 

MR. HAAKE: The President’s Economic Committee came up with a final 
figure of $16,900,000,000 for 1947. 

MR. WASHBURN: I was speaking of profits before taxes. Now I will 
give the figure after taxes. 

MR. HAAKE: All right, that is something else. 

MR. WASHBURN: It happens to be 21.4 billion after taxes as compared 
with 5 billion in 1939. 

MR. HAAKE: That means nothing, man, until you put it against out of 
what it comes! You can increase the profits to 400 billion. That might not 
be enough. You must also realize that when the profits have gone up, the 
cost of replacing tools has gone up. Everything has gone up. You seem to 
think it is fair to consider the increase in cost of living for a worker, but you 
don’t allow any increase in the cost of living for management. Everything 
the business has got to buy costs more: the machinery, the tools that are fur- 
nished to give you fellows work. And that 21 billion dollars is an inflated 
currency. It means no more than the 16 net or the 5 billion net. I say to you 
again that the thing that we agreed upon once was that what matters is the 
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amount of the total income that goes into profit, and by your own authorities 


that share goes down year after year. 


MR. WASHBURN: We are interested in a proper division of the wealth — 


produced. 
MR. HAAKE: Then profits ought to get more. 


MR. WASHBURN: This argument is a question of industry getting more 
for expansion, tools, and all that. The amount retained as undivided profits |] 
by industry is 188 times the amount spent this year for new plants and equip- _ 


ment—the United States Department of Commerce figures—so don’t give 
me this argument. 


MR. HAAKE: That is a perfectly reasonable thing. Would you build a | 
house right now, while prices are high, or would you wait until you think jf} 
prices would go down a little bit? Why in the world spend two times as _ 
much now as need be spent if you can wait a while and get more plant for the jf 


same money. 

MR. WASHBURN: Why do they wait? 

MR. HAAKE: When they build the plants, they have to pay for them. 
If I need a new suit, I can get one now but it costs me more than I want to 
pay for it. If I wait six months, I can get two suits. What will I do? I keep 
my money and so that money is held back for capital expenditure. 


‘Industry Can Bring Prices Down’ 


MR. WASHBURN: Industry, since it controls the price structure, could 
bring the prices down and build now. No. They want to use this inflation- 
ary period to build up a big backlog of profits and build later. 

MR. HAAKE: Do you mean that industry can arbitrarily lower those 
wages paid to bricklayers? Can industry lower the wages paid to carpenters? 
Can industry make those fellows do more work per hour? 

MR. WASHBURN: I can show you that the wages of workers are way 
low compared to the take of industry and the profits. 


MR. HAAKE: Wait a minute. Stick to one thing. 


MR. WASHBURN: I will stick to one thing. You ignore the question of 
prices. Wages can’t be the sole question of increased prices. Increased 
prices are based mostly on profits, and industry can pay a 25 per cent greater 
wage than it is paying now out of profits and still have more in profit than it 
had in 1943. 

MR. HAAKE: That's interesting. Let us take the government’s own 
figures. 


MR. WASHBURN: That’s what I am using. 


MR. HAAKE: All right, fine. You say 25 per cent more. The employees 
got 66.6 per cent of all of the income—that is the latest figure published. 
At that same time business got 7.3 per cent. This is the Statistical Abstract 
of 1948. Business got a profit of 7.3, which is partly dividends and partly 
savings. One-fourth of 66.6 would be 15.1 per cent. How in the world can 
you get 15 per cent out of 7 per cent. 


MR. WASHBURN: Very easily, when you deal with 7 per cent and you 
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stop to figure out that the total wealth created by industry is 300 per cent 
gteater now than it was 9 years ago. ; 


MR. HAAKE: Here the actual figures of the United States government 

say that out of all the income labor got 66.6 out of every dollar. Business got 
7.3 per cent out of every dollar. If you are going to increase the share of 
labor by 25 you have to add 25 per cent of the 66.6 cents. That is a little bit 
more than 15 cents, and that 15 cents has to come out of the profit share 

which the government says is 7 cents, and you can’t take 15 out of 7. 


MR. BUCHANAN: We are back now to the point where we are disagree- 
' ing on statistics. I would like to move on. Mr. Washburn, what about work- 
ers who are not in unions? What are their prospects in the economy and 
their prospects for a wage increase? How can they go about getting a better 
share of production and wages? 


MR. WASHBURN: Well, it has been proved that unless workers organ- 
ize and demand an increase, their employers won’t give it to them volun- 
tarily. So if organized labor goes out and gets increases, there is only one 
thing for the unorganized worker to do. They should organize, since it is a 
human thing that industry is not going to give away part of its profits unless 
it is forced to do so. 


What Happens to Non-Organized Workers? 


MR. HAAKE: I suppose everybody tries to get as much as he can for 
what he is spending. That is a perfectly normal thing—though there is some 
doubt about my wife doing that. (Laughter.) And what Mr. Washburn here 
is really pointing out is that, when the well-organized workers get them- 
selves an increase, they are getting it at the expense of those who are not 
given an increase, which is exactly right, because there is so much to be spent. 
And this 15 cents cannot come out of 7, so what happens is that those work- 
ers who are organized take their increase out of the other workers’ share, 
and then the other workers want more and they manage to get an increase 
and some of them organize. As a result they are getting more and not doing 
any more work for what they get. The prices of what they make have to 
go up. And the fellows who got the first increase find the increase hasn’t 
done much good because prices have gone up, so we have a second round of 
price increases, and a third round and a fourth and a fifth and a sixth and a 
seventh, and it keeps on going. 

MR. WASHBURN: Of course we are not speaking just for organized 
labor. Our statement here today is based on all labor and the increase that 
can be given to all labor out of profits of industry. And the angle that every 
time you get a wage increase that prices must go up—lI hold, of course, that 
that is not true since labor doesn’t represent the total cost of production, and 
there is no reason why prices should have increased more than wages. rye 
they had been increased at all, they could have been increased according to 
their proportionate share based on the total cost. 

You state there is a very small percentage left for profit. I hold there was 
22 per cent in 1939 out of the total value created, which has increased to 


3114 per cent in 1947. | 
MR. HAAKE: As a matter of fact President Truman not so long ago said 
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that industry needed to increase 50 billion dollars to bring plants up to the 
productive capacity they should have. The latest estimate of economists— 
responsible people—is that it would take 100 billion dollars to bring our 
capital structure up to its total efficiency. Now that is about 5 times as much 
as the total profit. If we are going to keep the jobs and enable men to earn a 
lot—and we want them to earn a good deal—we have to replace the capital, 
and the profits are not adequate now. 


MR. BUCHANAN: This discussion, gentlemen, has brought us up to 
date on your views concerning wages and profits and their importance in our 
economy. Again you disagreed, rather sharply at times, on the underlying 
cause of the high prices today. You have pointed to both wages and profits 
as a starting point for returning our economy to a normal level. 

Therefore we can reach no specific conclusion. But a discussion like this — 
does help in understanding the problems of the other person. 


November 28, 1948 1] 


Suggested 
Readings 


Compiled by the Reference Department, 
Deering Library, 
Northwestern University. 


FINK, S. J. The American Economy: A Functional Analysis of Economic Prin- 
ciples and Practices. New York, Dryden Press, 1948. 


Contents: The foundation of our economy, the business enterprise, price 
structure and price policies, money and credit, national income analysis. 


JOHNSON, JULIA E., Comp. Postwar Wage Stabilization. New York, H. W. 
Wilson Co., 1945. (Reference Shelf 17:7) 


‘Discussion of wage stabilization from the standpoint of capital, labor and 
the American economic structure. Includes an extensive bibliography. 


U.S. Library of Congress, Legislative Reference Service. Data on Wages and 
Profits: An Economic Analysis. GUSTAV PECK and others. Washington, D.C., 
Supt. of Documents, 1947. (U. S. Congress, 1st session, Sen. Doc. no. 21.) 


Wage Drives and the Outlook for Tomorrow. Report of Committee on Eco- 
nomic Policy. Washington, D. C., Chamber of Congress of the United States, 
March, 1948. 


Atlantic. 182:3-15, Je., 48. “Are Profits Too High?” S. H. SLICHTER. Mr. 
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Mr. Slichter believes that profits are not high enough if we are to have the 
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out of profits without increasing prices. 


Barrons. p. 5-6, Ag. 2,’48. “Is the Third Round the Final One?” R. M. BLEI- 
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Predicts falling food prices in spring of 1949 will knock the props from 
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Business Week. p. 96-7, Jl. 17, 48. “Whither Your 1949 Wages?” 


Suggests that the same pressures which forced the third round of wage 
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Journal of Political Economy. 56:392-402, Oct., ’48. “Keynes and the Economic 
System.” CALVIN B. HOOVER. 

Explanation of Keynes’ economic theory as a basis for present day eco- 
nomics. ; 


New York Times Magazine. p. 7, Oct. 17, ’48. 


“Our Economy Was Never More | 
Stable.” S. H. SLICHTER. ( 


Expresses the opinion that present economic trends do not seem to parallel | 
other periods in American history and that our economy was never more 
stable. 
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